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BW Technologies 


CORPORATE PROFILE Gas Detection is an industry built around the 
vital need to detect dangerous concentrations of 

aU ian Se MMR AE UIT: oxygen, combustible gas and toxic gases in 

ndustry leader in the design, manufacturing and 


mien et ues Ree eean nent ambient air to protect workers, facilities and the 


protection of working personnel and facilities. Since general public. 
its inception in 1987, BW has created technically 


advanced products to meet safety needs in the 


rolonmeriaclare This worldwide billion-dollar, safety-based 

ae industry is growing at a rate of six to eight 
te: percent per year as companies and governments 
unicpalites address the need to protect individuals from the 
Home Security potentially lethal effects of toxic gas. | 

Petrochemical/Chemical 

Pulp & Paper 

Marine/Shipping 

Mining 


Heating, Ventilation & Air Conditioning 


Telecommunications 


$7,030,000 


+ IPO successfully completed 


+ Acquired Engineering for Science and 


Industry (ES!) specializing in emergency 
Revenue 
| 95,081,000 safety shut-down systems 


+ BW begins work on IPO * Five US Regional Managers appointed 
$3,706,000 + BW brings to market: 
* Toxyclip2 — World's first 
+ BWis 8 years old two-year disposable 
* Privately held gas detector 
* 10 products already brought to * EIAA Award for Best New Technology 


market including: 


* Minimax —first gas detector to 
have a 5-year battery life 


+ MultiMax — multiple gas detector 


* Toxyclip — world’s first disposable 
detector 


1995 1996 1997 
i inantenitteHeeHHHeHeHeekHekeHH 


$17,313,000 


$12,348,000 


1998 


+ Company revenues grow by 76% 


* Fluke Corporation of Everett, Washington 


selects BW to spearhead design and 
manufacture carbon monoxide probes 
for the heating, ventilation and 
ait-conditioning markets 


+ US Coast Guard Awards BW Technologies 
a 5-Year contract for portable Toxyclips to 


detect oxygen levels below sea decks 


+ BW brings to market: 
+ BW Defender — World's first multi-gas 


portable priced below $900 US and 
powered by VersaPak batteries 


+ EIAA Award for Company of the Year 


+ Exports account for 70%+ of 
sales, Export Achievement 
Award received 


1999 


+ Company sales grow by 40% 


et Income of $1,228,000 is 97% 
higher than last year 


+ BW identified as one of Alberta's 
30 Fastest Growing Companies 


+ ESI securesa million dollar contract for 
BW Defenders in the United Kingdom 


ational Silver Award for speed-to-market 
business success and industrial design of 
the Fluke (0-210 carbon monoxide probe 


+ Worldwide sales network grows to 


444 distribution outlets 


2000 


* Grow the Company through greater 


+ Adapt proprietary technology to develop 


* Obtain the necessary product approvals 


* Successfully launch four new portable line 
products 


+ GasAlert90 — a unique 90 day disposable 
single gas detector 


* GasAlert — second in this family of 
portable gas detectors, built to detect HS, 
(0,S0,, or 0, 


* GasAlertClip — a two-year disposable 
gas detector 


* GasAle 
detecto 


Multimax 


Max — a portable multiple gas 
powered by VersaPak batteries 


penetratio 
detection 


in the worldwide portable gas 
arketplace 


* Introduce a new line of "fixed" gas detection 


products to enter the $700 million US 
worldwide marketplace 


products to address currently untapped 
industrial and coramercial markets 


for European, Australian, African and 
Asian markets 


BW Defender 


oe .. 
atte S 


GasAlert90 


GasAlertMax 
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BW Technologies 
BW Technologies markets its 


leading gas detection equipment 
to over 50 countries worldwide. 


MIDDLE EAST & ASIA CANADA UNITED STATES 


* Efforts that were initiated two years + Using the same technology and cost > In the coming year the Company will be 
ago are now reaping rewards with driven approach that has proven setting up BW America in Dallas, Texas to 
30% of total sales coming from successful for portable instruments, the provide service and support for our US 
beyond North America. Canadian corporate head office will distributors and customers. 

begin to provide similar solutions for the 


* Exclusive agents are supported with + Aggressive regional managers, and the 
$700 million fixed side of the global gas 


24-hour live answering service, and introduction of the new GasAlert line of 


ie detection industry. 
BW's international sales team. portables, will capture greater 
marketshare by providing customers with 


the most cost-effective and technically 


AUSTRALIA 


advanced gas detection equipment for 


+ This area is a relatively new market commercial and industrial safety needs. 


= 
oO 


BW Technologies where 


potential is apparent in oil 


EUROPE 


and gas as well as 
mining. + With BW Europe being established 
* The Company has in Oxfordshire, England, 


received ASA and product approvals from 


approval on the BW agencies such as CENELEC, the 


Defender instrument year ahead looks bright for 


and this same effectively penetrating the 


: construction, municipalities 
approval will be 


and fire r 5 nts of 
sought for the new d fire rescue segments 0 


industry here. 


GasAlert line of portable 


instruments in the coming 


year. 


BW Sales by Industry 


Oil & Gas/Chemical Municipalities Fire Rescue/HAZMAT Utilities/Telecommunications Pulp & Paper 
& Petrochemical 40% 20% 15% 15% and Other 10% 


DEAR FELLOW SHAREHOLDERS 
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| am proud to report that our second year as a 
public company has been another record breaking 
one for BW Technologies. Maintaining a 
cumulative growth rate of approximately 50% for 
the past three years, BW Technologies is the fastest 
growing company in this industry — especially 
when compared to our major competitors who are 


growing at an average rate of 6-8% per year. 


ACCOMPLISHMENTS FOR 1999 


@ PRE-TAX INCOME IS UP 2359 AND NET INCOME IS UP 97% 
TO STAND AT $1,228,000. 


REVENUE HAS RISEN 40% FROM $12,348,000 TO 
COMPLETE THE YEAR AT $17,313,000. 


f@ SALES OUTSIDE OF CANADA AND BEYOND NORTH AMERICA 
BOTH GREW BY 59% WITH THE HIGHEST GROWTH SEEN IN 
THE MIDDLE EAST AND THE PACIFIC RIM. 


COMPLETED DEVELOPMENT ON FOUR NEW PRODUCTS 
SCHEDULED TO BE LAUNCHED IN EARLY FISCAL 2000. 


Our increased global network of more than 400 


distribution outlets across nearly every continent is 


a 


ause for optimism as BW Technologies plans to 


aunch the GasAlert instruments in the second 


quarter of fiscal 2000. It will be the first time in the 


history of gas detection that four portable 


instruments — designed as a suite — will be 


aunched simultaneously. Each of these gas 
detectors is built with the most advanced micro 
controllers available and require little or no 
maintenance, giving BW a competitive advantage 
in all aspects of the portable gas detection 
marketplace. Orders for the new portables in the 
first few weeks of introduction totalled more than 
US$400,000. 


Worldwide corporations are seeking to reduce 
costs, and are required to provide dependable 
safety instruments to protect their field personnel. 
BW Technologies’ strategy is a simple price/benefit 
solution for these potential clients: create the most 
technically advanced models of gas detection to 
be more user-friendly and offer lower costs of 
ownership than any other instruments currently 


made by competitors. 


This price/benefit strategy brings BW Technologies 
closer to reaching its goal: become the first 
true market leader in the billion-dollar, 


global gas detection industry. 


Diversification is another key to success with 
BW Technologies. Several years ago 70% of 
revenues were derived from the oil and gas 


industry, today that industry accounts for 


approximately 30% of revenues and the remaining 
70% comes from municipalities, fire rescue, 
telecommunications, utilities as well as the pulp 
and paper industries. This diversification, and the 
ability to transfer technology to safety needs in a 


wide variety of markets, has established success 


for BW Technologies and makes the company less 
susceptible to a slowdown in any particular 
industry. Furthermore, with instruments requiring 
replacement over time, the company retains a 


valuable renewable source of income. 
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BW Technologies 


Customers and shareholders can remain confident 
that Y2K issues have been addressed. Internal 
computer systems have all been upgraded to 


ensure they will not be affected by the upcoming 


millennium. In addition, equipment manufactured 


by BW Technologies is unaffected by this issue as it 


is all manufactured with internal countdown 


systems that are not date specific. 


Heading into the new millennium we at 


BW Technologies will: 


w® Focus on our core business: Maintain 
profitability and continue to bring innovative 
gas detection products to market to serve the 


enlarging world safety and protection needs. 


w Expand direct distribution through the 
BW Europe office based in Oxfordshire, 
United Kingdom. 


bh 


Eamings per Share 
($) 


18,000 

14,000 

12,000 

10,000 

8,000 

6,000 
96 97 S8 99 


Equity per Share 
($) 


| 


w Enhance support to our 200+ distributors in 
the United States by establishing a BW America 


office in the new year. 


m Continue to build on the company’s twelve-year 


reputation as a respected supplier of accurate and 


reliable instrumentation by dedicating resources to 
projects where a known and recognized need or 


demand for the products exists. 


m Lead the industry through technical innovation, 
adapting proprietary technology to 
instrumentation that can result in greater profits 


and shareholder value. 


w= Establish corporate recognition for 
BW Technologies as the name companies 
can trust to supply the best technology at an 
affordable price point with instruments that are 


easy to operate, accurate and reliable. 


20,000 


Sales 
($ thousands) 


99 


team of Sioa delivers 


riced products 


BW Technologies is equipped with clear objectives, 


an effecti 


that give 


ve strategy for growth. It is our belief 


n the strength of the management team, 


the expanded distribution and the launch of the 


greatest number of new products in the company’s 


history, BW Technologies is well positioned to 


achieve another year of substantial growth. 


On behalf of the Board of Directors, 


i 


CODY Z.SLATER 


President 


and Chief Executive Officer 


Revenue Analysis 
HE united States 
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Oo International 


MANAGEMENT’S DISCUSSION AND ANALYSIS 


BW Technologies’ goal is to achieve rapid growth while 
simultaneously generating exceptional returns for its 
shareholders. The Company intends to accomplish this 
by making optimum use of advanced technology in 


designing high quality gas detection equipment which 


is easy to operate and maintain and which provides 


users with the lowest available total cost of ownership. 
At the same time, BW is committed to designing 
manufacturing costs out of its products and to 
maintaining tight controls on other expenses. The 


final element in BW’s plan is an aggressive worldwide 


marketing and sales campaign, which fully exploits the 
technical and cost advantages of its products. 


RESULTS OF OPERATIONS 


Excellent growth was realized in 1999 as revenues 
increased by 40% to $17,313,417 from $12,348,015 
in 1998. Earnings per share doubled from $0.15 to 
$0.30 as net earnings grew from $623,005 in 1998 to 
$1,227,972 in 1999. 


Consolidated gross margin percentages for 1999 
increased to 43.2% from the 42.5% generated in 
1998. The improved overall margin results from the 
fact that the revenue increase of $4,965,402 produced 
additional gross margins of $2,229,110, a contribution 
rate of 44.9%. This is largely because gas detection 
equipment sales, which realized a 48% margin, grew 


more quickly than fire and suppression control system 
products, which earned a margin of 21%. 


GAS DETECTION INSTRUMENTS 


BW’s gas detection instrumentation is separated into 
two broad product lines: portable detectors, which are 
carried by the person being protected and fixed 
monitors, which are installed to continuously monitor 
an area. 


The Company's primary marketing and product 
development thrust has been in the area of portable 
detectors for the past several years. The reason is that 
markets for these products are broadly based over a 


wide range of industries and distributors. Fixed 
products, on the other hand, typically involve large, 
project oriented applications handled by specialized 
instrument engineers and are slower to develop than 
portable instrument sales. 


An analysis of revenue growth of gas detection 


instruments is set out below: 


Revenue ($000) 
1999 1998 1997 
Portable $11,497 $6642 $3,497 
Year over year change +73% +90% 
Fixed 2,836 2,794 2,583 
Year over year change +2% + 8% 
Other 517 748 356 
TOTAL $14,850 $10,184 $6,436 
Year over year change +46% +58% 


The Company's newest products, the Toxyclip2 and the 
BW Defender accounted for 70% of the 1999 growth 
in portable instrument sales and for virtually all of the 
growth in 1998 sales. 


The 46% growth in revenue from sales of gas 
detection instruments was achieved with a relatively 
small increase in the number of employees. The 
following table sets out a functional analysis of the 
average number of persons employed in the current 
and previous fiscal year in the gas detection arm of 
the Company. 


Average Number of Employees 


1999 1998 

Production 415 325 
Service 40 40 
Sales and Marketing 13.5 11.0 
Administration 10.5 10.0 
Product development 95 6.0 
79 63.5 


The increase in the average number of employees was 
limited to 24%. This is partly because the supervisory 
function of each activity does not vary with sales or 
production volumes. Of at least equal importance is 
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BW's production design criteria. A major goal is to 
engineer labor costs out of its products. This labor 
component is replaced by less expensive, highly 
automated subcontracted assembly procedures. 


Wn 


The increase in the number of product development 

personnel reflects the Company's decision to intensify 
its already strong efforts in this area. The product 
development staff consisted of twelve full time 


professionals at April 30, 1999, up from seven at the 


same time in 1998. 


BW has, over the past few years, added substantial 
depth to its sales management organization. Four US 
regional sales managers were installed in fiscal 1997 
and 1998 and one more was added in fiscal 1999. 
Canadian sales are handled by two Calgary based 


managers and sales through distribution have almost 


e 


=] 


tirely replaced direct sales. Two Calgary sales 
personnel are assigned to distribution in Asia, Australia 
and Africa. European marketing is now managed by 
BW Europe, a newly formed operating division based 
at the offices of ESI, the Company's UK subsidiary. 


The geographic sources of revenue from sales of gas 
detection instruments in 1999 reflect the diversity of 


BW’s marketing thrust. The following table shows 
sales by broad geographic area. 


Change 1999 1998 

USA + 58%  $ 7,693,000 $ 4,863,000 
Canada - 3% 3,591,000 3,691,000 
Other + 119% 3,566,000 1,630,000 
+ 46% $14,850,000 $ 10,184,000 


The flat performance in Canada is a result of depressed 


activity in the upstream oil and gas industry. The low 
activity particularly affected fixed product sales as the 
installed base of these BW products is largely in 
Canada. The fact that overall Canadian sales have at 


least held even shows that BW’s sales initiatives in 
other industries have mitigated the effects of the 
decline in oil country activity. 
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Beammavals 


Distribution channels used by the Company have been 
substantially broadened over the past several years. 
The line-up of active BW distribution outlets is as 


follows: 
USA 196 
Canada 94 
Other 154 


BW is represented by one or more firms in 59 
countries outside of North America. 


The Company has formed strategic alliances with two 
US corporations in order to optimize returns from its 
product development initiatives. BW has helped 


design and now manufactures carbon monoxide 


probes for sale under the banner of Fluke Corporation, 
a leading supplier of compact, professional electronic 


test tools with an established reputation for 


excellence. Also, Sentrol Corporation, a major supplier 
to the home security industry, now manufactures BW 


designed carbon monoxide detectors under a royalty 
agreement. Revenue from these ventures totaled over 
$1,500,000 in 1999. 


BW has expanded its premises in order to be prepared 
for anticipated increases in production volumes. An 
additional 3,387 square feet of space contiguous to 
the present location has been leased. This increases 
the total area of BW’s Calgary premises to 19,086 
square feet, all of which has a lease expiry date of 
July 31, 2001. It is expected that the expanded 
premises will be adequate to handle business growth 


ntil that time. 


EUROPEAN OPERATIONS 


BW Europe, which is based in Oxfordshire, United 
Kingdom, has incurred losses during the past two 
years, $91,081 in 1999 and $131,510 in 1998. The 


f£ 


main reason for this is a shortage of revenue from the 
division’s main activity, the design and supply of 


integrated fire and suppression control systems. This 


work is undertaken under the banner of the 


oe 


y competitive advantage is our 


vision and commitment 


Company's wholly owned subsidiary, ES! Limited. The 
revenue shortfall arises mainly because of a lack of 
activity in the petroleum industry in 1998-99. 


BW has addressed the situation by reorganizing and 
broadening BW Europe’s management and activities. 


Several of BW’s sales managers have been trained as 
to ESI’s capabilities so that they can be effective in 
recognizing control system opportunities. In addition, 
ESI’s sales travel budget has been increased 


substantially. These measures, together with the 


anticipated resurgence of the oil and gas industry, will 


increase the opportunities available to ES! and will 
allow the Company to fully realize the synergies 
which exist between the gas detection and control 
systems businesses. 


The European division has also become the European 
master distributor for BW’s gas detectors. Necessary 
product approvals for sales into Europe were obtained 
in March 1999 and BW Europe has been assigned the 
responsibility of establishing a distribution system 
rom its base in the UK. The division will buy products 
rom BW Canada and resell them to users and 
distributors in Europe. The use of European 
headquarters for sales and service of gas detection 


instruments will facilitate BW’s entry into Europe. In 
addition, the Company has assigned several 
manufacturing and product development projects to 
BW Europe. This takes advantage of the division's 
unique capabilities in certain areas. 


EXPENSES 


Selling, general and administrative expenses 
amounted to $4,502,857 in 1999, a 12% increase 
over 1998. SG&A expenses as a percentage of 
revenue declined from 32.5% in 1998 to 26% in 
1999. Approximately $220,000 of the $480,759 
increase in 1999 is attributable to higher salary costs 
and sales bonus and commission expenses. 
Additional travel expenses make up most of the 


remainder of the increase. 


Product development expenditures net of applicable 
tax credits, which relate to products which will be 
produced and sold, are capitalized and amortized over 
three years. 1999 amortization basically represents 
one third of 1996, 1997 and 1998 expenditures. 
Expenditures in 1999, less tax credits, amounted to 
$846,758. Assuming continued viability of the 
products developed this amount will be amortized 
equally over the next three years. Amortization of 
product development costs was 4.2% of revenue in 
1999 and 4.1% in 1998. 


— 


The Company was required to make its first provision 
for deferred income taxes in 1999. This was because 
deductions for tax purposes exceeded the 
corresponding expenses recognized for accounting 
purposes. The primary area of difference is with 
respect to deferred product development costs. These 
have been entirely written off for tax purposes while 
accounting recognition of $1,964,608 of these costs 
has been deferred to future years when the benefits of 
the expenditures will be realized. In this connection it 
should be noted that BW has carried forward to the 
2000 fiscal year $1 million of items which are 
deductible in computing actual taxes. In addition, 
product development costs incurred in 2000 will be 


deductible in determining actual as opposed to 
deferred taxes payable. 


CAPITAL EXPENDITURES 


Product development expenditures were increased by 
$264,939 over 1998 levels and reached a total of 
$1,175,161 in 1999. Gross expenditures amounted to 
6.8% of revenue in 1999 and 7.4% in 1998. The main 
project undertaken in 1999 was the design and 
development of the GasAlert line of personal gas 
detectors. Commercial production of the four 
products involved commenced in the second quarter 
of fiscal 2000. 


Capital asset additions amounted to $986,698 during 
1999. Manufacturing equipment, primarily molds for 
production of plastic parts for new products, accounted 
for $651,103 of the total. An additional $151,512 was 
spent on computer software. This was mostly made up 
of the cost of procuring and installing a new 


accounting system and a computerized order entry 


system. The Company had simply outgrown the 


previous systems. The last major item of expenditure 
was $111,394 for computer hardware as the Company 
moved to upgrade and expand equipment used by its 


operating, product development and administrative 


personnel. In addition to improving efficiency, the new 
systems and hardware were also a means of 


addressing some year 2000 concerns. 


LIQUIDITY AND CAPITAL RESOURCES 


BW’s 40% growth in 1999 has been well managed. 
The increase in accounts receivable was held to 
$563,423 (19%) as the collection period on 
outstanding accounts was reduced to 65 days at 

April 30, 1999 from 67 days at April 30, 1998. 
Similarly, growth in inventory was restricted to 
$743,348 (21%) during the year. The rate of inventory 
turnover increased to 2.51 in 1999 from 2.38 in 1998. 
The following table details cash flow generated during 


the two years: 
1999 1998 

Operating cash flow $ 3,251,782 5 1,463,009 
Increase in: 

Accounts receivable (563,423) (1,063,234) 

Inventory (743,348) (1,119,480) 

Accounts payable and other 620,022 768,916 
Free cash flow $ 2,565,033 $ 49211 


Only $148,442 of this cash flow was required for term 
debt repayments in 1999. As a result, $2,416,591 was 
available for investment in product development and 
capital assets. BW’s total investment activities in 1999 
required $2,265,258 leaving a surplus of $151,333. In 
addition $669,200 was realized from the exercise of 
investment agent and employee share options. The 


Company was therefore able to increase cash balances 
by $8,669 and to reduce its bank operating loans by 
$811,864, from $1,052,057 to $240,193. 


The following table demonstrates the improvement in 
BW's financial position during the year: 


April 30 1999 1998 
Working capital $ 4,593,090 $ 2,934,473 
Working capital ratio 2.40 1.81 
Quick ratio 1.09 0.83 
Shareholders’ equity $7,980,624 $ 5,945,013 
Debt equity ratio 0.42 0.62 
The Company has arranged a $3,000,000 bank line of 
credit in Canada. The amount actually available at any 


time is calculated by reference to accounts receivable 


and inventory levels. At April 30, 1999 approximately 
$2,000,000 was available and $179,650 had been 
drawn down. In the United Kingdom, ES! has 
established a 30,000 GBP bank line, of which 25,654 
GBP was utilized at year-end. The UK line of credit is 
supported by a BW guarantee and by a 60,000 GBP 
postponement of claim provided to ESI’s UK bank by 


BW. The provision of this security will have no effect 
upon the ability of the Company to meet its 
obligations. 


Approximately $1,500,000 has been allocated to 
product development in 2000. In addition, BW will 
spend about $450,000 on capital assets required to 


f. 


commence manufacture of new products. Operating 


cash flow, with cash reserves and bank operating lines 


providing additional support if required, will finance 
these expenditure requirements. 


As explained in note 14 to the financial statements BW 
completed a private placement of 600,000 special 
warrants in July 1999. Each of the warrants is to be 
converted to one common share. It is expected that 


the private placement together with an ancillary public 


issue of $400,000 will generate a total of $2,750,000 
after expenses of issue. 
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BW's shares have been approved for listing on the 


fp 


Toronto Stock Exchange, subject to the fulfillment of 
certain conditions. The Company is in the process of 
fulfilling these requirements. The new trading forum 


will provide heightened national exposure for the 


Company and increased interest in its stock. 


RISK AND OPPORTUNITIES 


The Company must maintain its concentration on new 
products in order to retain its competitive edge. 


BW operates in a highly competitive market and its 
success is attributable to its ability to provide products 
which have a lower cost of ownership than those of its 
competitors and which offer distinct technical 


advantages. This strategy, together with aggressive 


marketing and sales campaigns, must be executed 


f, 


successfully if the Company is to continue to break into 


established distribution channels and increase its 
market share. 


THE YEAR 2000 


Products manufactured by the Company are not 
affected by the Year 2000 century change. BW's 
accounting, purchasing and internal control systems 
have been examined and, where necessary, have been 
modified to remove any Y2K concerns. The Company is 


presently completing its examination of some older 
computer equipment and is conducting a survey of 
critical suppliers to obtain assurance of Year 2000 


compatibility. The Company’s management does not 


expect the century change to materially affect 


Operations and no significant costs have been incurred 
in achieving Y2K compliance. 
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MANAGEMENT’S REPORT 


The management of BW Technologies Ltd. is responsible for the preparation of all information presented in this Annual Report. The consolidated 
financial statements are prepared in accordance with accounting principles generally accepted in Canada and reflect management's best 
estimates and judgements based on information currently available. 


Management has developed and is maintaining a system of internal controls in order to obtain reasonable assurance that the Company's assets 
are safeguarded, transactions are authorized and financial information is reliable. 


The Board of Directors, through its Audit Committee, is responsible for ensuring that management fulfills its responsibilities for financial reporting. The 
Audit Committee meets with the Company's management and external auditors to discuss the results of the audit and to review the annual 
consolidated financial statements prior to the Audit Committee’s submission of the statements to the Board of Directors for approval. The Audit 
Committee has three members, two of whom are outside directors. 


The consolidated financial statements have been audited by PricewaterhouseCoopers Chartered Accountants, who were appointed by the 
shareholders. The auditors’ report outlines the scope of their examination and gives their opinion on the consolidated financial statements. 


Cody Slater Tom Jones 
President and Chief Executive Officer Senior Vice President and Chief 
Financial Officer 


AUDITORS’ REPORT 


TO THE SHAREHOLDERS OF BW TECHNOLOGIES LTD. 


We have audited the consolidated balance sheets of BW Technologies Ltd. as at April 30, 1999 and 1998 and the consolidated statements of 
earnings, retained earnings (deficit) and changes in financial position for the years then ended. [hese financial statements are the responsibility 


of the Company's management. Our responsibility is to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we plan and perform an audit 


to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit includes examining, on a test 


basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles 


used and significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Company as at 


April 30, 1999 and 1998 and the results of its operations and its changes in financial position for the years then ended in accordance with 


generally accepted accounting principles. 


Peseraatirhauatlorpre LLP 


Chartered Accountants 
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CONSOLIDATED BALANCE SHEETS 


As at April 30, 1998 
$ 
ASSETS 
Current assets 
Cash 18,981 
Accounts receivable 2,992,420 
Inventory (note 4) 3,544 407 
6,555,808 
Other assets 128,564 
Deferred product development costs 1,848,512 
Capital assets (note 5) 980,635 
Goodwill 134,029 
9,647,548 
LIABILITIES 
Current liabilities 
Operating loan (note 6) 1,052,057 
Accounts payable and accrued liabilities 2,376,619 
Current portion of long-term debt (note 7) 181,137 
Income taxes payable eye 
3,621,335 
Long-term debt (note 7) 81,200 
Deferred income taxes ~ 
3,702,535 
SHAREHOLDERS’ EQUITY 
Capital stock (note 8) 6,397,376 
Retained earnings (deficit) (452,363) 
5,945,013 
9,647,548 


Commitments (note 10) 


Approved by the Board of Directors 


IE are MWA os 


Director Director 
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CONSOLIDATED STATEMENTS OF EARNINGS 


For the years ended April 30, 1998 
$ 
Revenue 12,348,015 
Cost of sales 7,094,562 
Gross margin 5,253,453 
Expenses 
Selling, general and administrative 4,022,098 
Amortization of product development costs 509,556 
Amortization of goodwill 14,892 
Interest on long-term debt 11,718 
Interest on operating loan 59,048 
4617,312 
Earnings before income taxes 636,141 
Income taxes (note 11) 
Current (13,136) 
Deferred — 
(13,136) 
Net earnings for the year 623,005 
Earnings per common share (note 2(f)) 0.15 
CONSOLIDATED STATEMENTS OF RETAINED EARNINGS AND DEFICIT 
For the years ended April 30, 1998 
$ 
Deficit — Beginning of year (1,075,368) 
Net earnings for the year 623,005 
Retained earnings (deficit) — End of year ; ti (452,363) 


1999 AnnualReport 177 


CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 


For the years ended April 30, 1998 
$ 
Cash provided by (used in) 
Operating activities 
Net income for the period 623,005 
Items not affecting cash 
Depreciation 237,917 
Amortization of product development costs 509,556 
Amortization of goodwill 14,892 
Amortization of other assets 77,639 
Deferred income taxes - 
1,463,009 
Net change in non-cash working capital items (1,413,798) 
49,211 
Investing activities 
Purchase of capital assets (606,540 
Additions to deferred product development costs (910,222 
Purchase of design sub-contractor (note 3) - 
Purchase of Wolverine share purchase options (note 3) (100,000 
Increase in other assets = 
(1,616,762 
Financing activities 
Increase (decrease) in operating loan 1,052,057 
Repayment of long-term debt (106,908) 
Issuance of common stock 66,544 
1,011,693 
Increase (decrease) in cash (555,858) 
Cash — Beginning of year 574,839 
Cash — End of year 18,981 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
April 30, 1999 and 1998 


i. BASIS OF PRESENTATION 


The accounts of BW Technologies Ltd. (“the Company”) and its wholly owned subsidiaries, BW Technologies Inc., Wolverine Technologies Ltd. 
(“Wolverine”), Big Toolbox Design Ltd., Engineering for Science and Industry Limited and Electronics for Science and Industry Limited have been 
consolidated in these financial statements. The latter two companies are collectively referred to as “ESI” 


2. ACCOUNTING POLICIES 


a) Inventories 


Inventories are stated at the lower of cost (first-in, first-out) and net realizable value. 


b) Product development costs 


Product development costs which are incurred under the Company's ongoing product development program and meet specified criteria related to 
technology, market and financial feasibility are deferred and amortized over a period of three years, commencing in the year following the year the 
costs are incurred. Product development which was acquired in connection with the 1997 acquisition of ESI at a cost of $223,381 is being amortized 
over five years. 


©) Capital assets 


Capital assets are stated at cost. Depreciation is provided using the straight-line method over the estimated useful life of the asset as follows: 


Manufacturing, office and laboratory equipment 5 — 10 years 
Computer hardware 5 years 
Sales demonstration and customer service equipment 5 years 
Computer software 3 —5 years 
Leasehold improvements Over the lease term 


d) Investment tax credits 


The Company is entitled to investment tax credits based on certain product development costs incurred. These credits are recognized as a credit 
against the related costs when there is reasonable assurance of their recovery. 


e) Goodwill 


Goodwill is recorded at cost and is amortized on a straight-line basis over 10 years. The goodwill is reviewed annually for impairment by reviewing 
related operations. 


f) Earnings per share 


Earnings per share are calculated using the weighted average number of common shares outstanding (1999 — 4,142,476, 1998 — 4,089,624). 
Fully diluted earnings per share for the year ended April 30, 1999 were $0.28 (1998 — $0.15). 


g) Revenue recognition 


Revenue is generally recognized upon shipment of products to customers. Contracted production revenue is recorded by the percentage of 
completion method of accounting. 


h) Foreign currency 


Transactions denominated in foreign currency are translated at the monthly average rate with balances at year end being translated at the year end 
exchange rate. 
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i) Income taxes 


Income taxes are recorded on the tax allocation basis. Provisions include both taxes currently payable and taxes which have been deferred to future 
years as a result of timing differences in the recognition of expenses for tax and financial statement purposes. 


) Comparative figures 


Certain of the comparative amounts have been reclassified to conform with the presentation adopted in the current year. 


3. ACQUISITIONS 


During 1999, the Company acquired Big Toolbox Design Ltd., an engineering design contractor, for $48,323 cash which was allocated $13,594 to 
fixed assets and $34,729 to working capital. 


In August, 1997, the Company purchased and then cancelled outstanding options which would have enabled the holders to acquire a 9.19% interest 
in the Company's wholly owned subsidiary, Wolverine Technologies Ltd. Consideration paid to the vendors, who were officers of Wolverine, was 
$50,000 cash and 22,222 shares of the Company valued at $50,000. 


4 INVENTORY 
1998 
$ 
Parts 2,132,145 
Sub-assemblies 356,525 
Work-in-progress and finished goods 1,055,737 
3,544,407 

5. CAPITAL ASSETS 
1998 
Net book 
value 
$ 
Manufacturing equipment 451,008 
Sales demonstration equipment 163,316 
Office equipment 44,828 
Customer service equipment 80,290 
Computer hardware 98,885 
Computer software 46,502 
Laboratory equipment 22,741 
Leasehold improvements 73,065 
980,635 


6. OPERATING LOAN 

Operating loan balances are payable on demand and are made up of a Canadian operating loan and a United Kingdom overdraft facility. The 
Canadian loan is secured by a general assignment of Canadian book debts, inventory and a General Security Agreement providing a general charge 
on all assets of the Company. The loan bears interest at prime plus 19 and, subject to collateral requirements, is available to a maximum of 
$3,000,000. The United Kingdom overdraft facility is secured by a fixed and floating charge over the assets of ESI and bears interest at UK base rate 
plus 3.5%. It is available to a maximum of $70,800 (£30,000). 
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7. LONG-TERM DEBT 


1998 

$ 

Bank loan (i) 20,720 
Bank loan denominated in British pounds (£8,602 at April 30, 1999) (ii) 35,666 
Capital leases (iii) 92,186 
Western Economic Diversification loan 113,765 
262,337 

Less: Current portion (181,137) 
81,200 


Long-term debt at April 30 is repayable as follows: 


9 

2000 64,530 
2001 37,118 
2002 8,313 
2003 3,934 
113,895 


i) The bank loan bears interest at prime plus 1.75% and is secured by a chattel mortgage on specific assets. It is repayable in monthly 
instalments of $1,195 to May 30, 2000. 


ii) The bank loan bears interest at 3.5% over the UK Base Rate and is secured by a fixed and floating charge over the assets of ESI. It is repayable 
in monthly instalments of $1,180 to July 31, 2000. 


iii) Capital leases bear interest of 11.76% to 12.7%, are repayable in blended monthly instalments varying from $383 to $1,666 and mature from 
June 1999 to January 2003. 


8. CAPITAL STOCK 


Authorized 


Unlimited common shares and unlimited preferred shares issuable in series at the discretion of the directors of the Company. 


Issued 
Number Amount 

Common shares $ 
Balance — April 30, 1997 4,074,845 6,330,832 
Purchase of Wolverine share options 22,222 50,000 
Exercise of stock options 8,272 16,544 
Balance — April 30, 1998 4,105,339 6,397,376 
Exercise of stock options 337,700 669,200 
Deferred tax benefit on share issue costs ~ 138,439 
Balance — April 30, 1999 4,443,039 7,205,015 

Common share purchase warrants outstanding 

400,000 warrants exercisable on the basis of one share per warrant at the following prices: 

To August 31, 1999 § 2.50 

From September 1, 1999 to August 31, 2000 § 2.75 

From September 1, 2000 to August 31, 2001 $ 3.00 
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Common share options outstanding 
(i) 136,400 exercisable by employees at prices ranging from $2.00 to $4.00 per share. Approximately 50% of the options have vested. 93,900 of 
the options expire in 2001, 32,500 in 2003 and 10,000 in 2004. 


(ii) — 20,000 exercisable by outside directors at a price of $2.00 per share until October 25, 2001. 


Incentive shares 


Up to 68,246 common shares may be required to be issued to certain officers of ESI who are former shareholders of that Company. The shares are 
to be issued on the condition and to the extent that an agreed profitability target for ES! is exceeded during the three years ended January 31, 2000. 


9. SEGMENTED INFORMATION 


The Company has two reportable segments: Canada and Europe. The segments are based upon geographic location of management. 


The Canadian segment is engaged in the design, development, manufacture, sale and servicing of gas detection instruments. Its primary market 
focus is in areas outside of Europe. 


The European segment designs and supplies integrated fire and suppression control systems. These are marketed to various industries worldwide. 
BW Europe is also the master distributor of the Company's gas detection products in Europe and, in addition, carries out certain assigned 


manufacturing and product development activities for the Company. 


Segmented financial information for the Company's Canadian and European segments is set out below. 


1999 Canada Europe Eliminations Consolidated 
$ $ $ S 

Revenue 
External customers 14,717,674 2,595,743 - 17,313,417 
Intersegment revenues 171,400 248,133 (419,533) - 
14,889,074 2,843,876 (419,533) 17,313,417 
Cost of sales 7,776,938 2,260,969 (207,053) 9,830,854 
Gross margin 7,112,136 582,907 (212,480) 7,482,563 

Expenses 
Selling, general and administrative 3,942,985 651,039 (91,167) 4,502,857 
Amortization of product development costs 732,751 - - 732,751 
Amortization of goodwill - 14,892 - 14,892 
Interest 87,443 50,610 (38,713) 99,340 
4,763,179 716,541 (129,880) 5,349,840 
Earnings (loss) before income taxes 2,348,957 (133,634) (82,600) 2,132,723 

Income taxes (947,304) 42,553 - (904,751) 

Net earnings (loss) for the year 1,401,653 (91,081) (82,600) 1,227,972 
Depreciation 292,948 46,660 - 339,608 
Identifiable assets 10,765,289 947,974 - 11,713,263 


Expenditures for capital assets 910,706 75,992 - 986,698 
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Canadian segment sales are made up as follows: 


1998 
% 

United States 47 
Canada 36 
Other 17 

100 
Revenues are attributed to countries based on location of customer. 
No single customer accounted for over 10% of Canadian segment revenue. 
Sales to one customer constituted 43% of European revenue in 1999, sales to a different customer were 32% of European revenue in 1998. 
1998 Canada Europe Eliminations Consolidated 

$ $ $ $ 
Revenue 
External customers 10,184,468 2,163,547 = 12,348,015 
Interseqment revenues 67,969 - (67,969 = 
10,252,437 2,163,547 67,969 12,348,015 
Cost of sales 5,483,596 1,610,966 - 7,094,562 
Gross margin 4 768,841 552,581 67,969 5 253,453 
Expenses 
Selling, general and administrative 3,434,835 622,525 35,262 4,022,098 
Amortization of product development costs 509,556 = - 509,556 
Amortization of goodwill - 14,892 - 14,892 
Interest 49,192 54,281 (32,707) 70,766 
3,993,583 691,698 (67,969) 4617,312 

Earnings (loss) before income taxes 775,258 (139,117) ~ 636,141 
Income taxes (20,743) 7,607 - (13,136) 
Net earnings (loss) for the year 754,515 (131,510) - 623,005 
Depreciation 195,848 42.069 - 237,917 
Identifiable assets 8,690,274 957,274 - 9,647,548 
Expenditures for capital assets 445303 161,237 - 606,540 


10. COMMITMENTS 
At April 30, 1999, the Company had lease commitments totalling $804,515 payable as follows: 


: 
2000 367,781 
2001 314,190 
2002 95,280 
2003 19,008 
2004 8,256 


804,515 
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11. INCOME TAXES 


The Company's effective income tax rate differs from the expected statutory tax rate. The difference is reconciled below: 


1998 

% 
Expected Canadian statutory tax rate 44 6 
Manufacturing and processing profits reduction (8.0) 
Tax effect of expenses that are not deductible for income tax purposes - 
Foreign tax rate differentials = 
Tax benefit of previously unrecognized prior years’ losses (34.5) 
Effective tax rate 21 


Investment tax credits of $328,403 have been applied in reduction of gross product development costs of $1,175,161. $165,776 of the credits were 
generated in 1999 and $162,627 were carried forward from 1998. 


12. FINANCIAL INSTRUMENTS 


The fair value of monetary assets and liabilities are not considered to be materially different from their stated values, due to the relatively short period 
to maturity of all significant balances. Financial derivative instruments are not used by the Company. 


Interest rate risk 


The Company is not exposed to significant interest rate risk with respect to interest bearing debt. 


Credit and foreign currency risk 


The Company is not exposed to significant credit risk as it sells mainly to a diverse group of established distributors and users. Foreign currency risk 
is not considered to be significant as the majority of the Company's non-domestic sales are denominated in US dollars. 


13. UNCERTAINTY DUE TO THE YEAR 2000 ISSUE 


The Year 2000 Issue arises because many computerized systems use two digits rather than four to identify a year. Date-sensitive systems may 
recognize the year 2000 as 1900 or some other date, resulting in errors when information using year 2000 dates is processed. In addition, similar 
problems may arise in some systems which use certain dates in 1999 to represent something other than a date. The effects of the Year 2000 Issue 
may be experienced before, on, or after January 1, 2000, and, if not addressed, the impact on operations and financial reporting may range from 
minor errors to significant systems failure which could affect an entity’s ability to conduct normal business operations. It is not possible to be certain 
that all aspects of the Year 2000 Issue affecting the entity, including those related to the efforts of customers, suppliers, or other third parties, will be 


fully resolved. 


14. SUBSEQUENT EVENT 


On July 9, 1999, the Company completed a private placement of 600,000 special warrants each of which is convertible to one common share of the 
Company at no cost. The warrants were priced at $4.50 each for gross proceeds of $2,700,000, before estimated issue expenses of $350,000. The 
Company has agreed to file a prospectus which will clear the conversion of special warrants into shares. Each special warrant becomes convertible 


into 1.1 common shares in the event the prospectus is not cleared by the Ontario and Alberta Securities Commissions by November 6, 1999. The agent 


for the placement will, as part of its compensation, receive options to purchase 60,000 shares at a price of $4.90 per share. The Agency Agreement 


also makes provision for the issue of a further $400,000 worth of common shares which are to be qualified for distribution by the aforementioned 


prospectus. These are to be priced in the context of market conditions at time of issue. 


CORPORATE INFORMATION 


DIRECTORS 

Cody Slater Norman Steinberg 
Calgary Calgary 

orris Kowall Bryan Bates 
Calgary (algary 

Daniel McGinn Thomas Jones 
Calgary Calgary 


arc Sardachuk 
Calgary 


EXECUTIVE OFFICERS 


Cody Slater 
President and Chief Executive Officer 


Bryan Bates 
Executive Vice President and Chief 
Operating Officer 


Thomas Jones 
Senior Vice President and Chief Financial 
Officer 


ANNUAL MEETING 


The Annual Meeting will be held at 

the Calgary corporate head office for 

BW Technologies, #242, 3030 — 3 Avenue N.E., 
Calgary, Alberta on Wednesday, October 27, 
1999 at 2:00 p.m. 


TECHNOLOGIES 


Wa 


BANKERS 


Bank of Montreal 
Calgary 


AUDITORS 


PricewaterhouseCoopers LLP 
Calgary 


LEGAL COUNSEL 


Miller Thomson 
(algary 


REGISTRAR & TRANSFER AGENT 


Montreal Trust 
Calgary 


ALBERTA STOCK EXCHANGE 
Trading Symbol — BWT 


FOR FURTHER INFORMATION 


BW Technologies Ltd. 

#242, 3030 — 3rd Avenue N.E. 
Calgary, AB 

T2A 617 


Phone: (403) 248-9226 
1-800-663-4164 
Fax: (403) 273-3708 
Email:  info@bwtnet.com 
Website: www.bwtnet.com 


Printed in Canada 


